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ARTICLE INFO ABSTRACT 

This study investigates the effects of earnings quality on 
corporate social responsibility disclosure (CSRD) in Nigeria 
using listed conglomerate firms. Earnings quality also known 
as earnings management has become an issue that is 
attracting attention nowadays as a result of reported 
scandals and such studies are limited in Nigeria. The ability 
of management to take action that could avoid occurrence of 
such events may be to take up the practice of corporate social 
responsibility, which can make earnings management 
activities low. This study used secondary data from the 
annual reports of conglomerate firms for 2006 — 2015 to 
achieve the objective. The data were subjected to statistical 
analysis using random-effects generalized least square 
regressions. The results revealed that earnings quality has a 
positive and insignificant effect on corporate social 
responsibility disclosure. Also, the findings revealed that 
firm size has a positive and significant effect on corporate 
social responsibility disclosure. While other variables such as 
leverage and performance have positive and insignificant 
effect on corporate social disclosure. The result implies that 
firms who report corporate social responsibility may have 
some elements of earnings management which may not be 
above average. 
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INTRODUCTION 

Financial reporting is traditionally required to provide information about the 
economic resources among others of an enterprise for decision making by users. 
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Corporations are no longer operating solely in the interest of stockholders, but also to be 
socially responsible towards the society where they operate. It is from this perspective that 
enterprise theory considers corporations as social institutions operating for the benefit of 
many interest groups. In this regard, Corporate Social Responsibility (CSR) over the years 
has developed from a simple form of check-writing by companies to a complex set of 
principles that encompass nearly every interaction a company has with society. Castelo and 
Lima (2006) documented that CSR addresses issues in the areas of protecting environment, 
managing human resources, ensuring health and safety at work, building local community 
relations, and maintaining relationship with suppliers and customers. 

Earnings quality also known as earnings management (EM) is one of the serious 
issues regarding unethical behaviors of managers. Healy and Wahlen (1999) posited that 
EM occurs when managers use judgement in financial reporting and in structuring 
transactions to alter financial reports to either mislead some stakeholders about the 
underlying economic performance of the company, or to influence contractual outcomes that 
depend on reported accounting numbers. On the other hand, Rahman, Moniruzzaman and 
Sharif (2013), insinuated that EM results from both distortion of the application of 
inherently faulted Generally Accepted Accounting Principles (GAAP) though not 
proportional. Specifically, Ball, Kothari and Robin (2008) established that flexibilities in 
domestic GAAP create an ambiguity among practitioners in the implementation of specific 
standard, thus, leads to more EM practices. EM reduces transparency by making earnings 
of the company difficult to understand. 

Earnings management has led to some widely known scandals such as Enron, 
Merck, WorldCom among others, in the United States of America. The ability of 
management to take action that could avoid occurrence of such events may be to take up the 
practice of corporate social responsibility, so that the earnings management activities can 
be made low by the CSR disclosure. Castelo and Lima (2006) opined that through the 
practice of CSR, companies can generate more favorable treatment with respect to 
regulation, as well as the support of social activist groups, the legitimacy of the industrial 
community, and positive news from the media, which in turn maintained the company's 
reputation better. As a result of the benefits derivable from the practice of CSR, it can be 
inferred that CSR may be used to cover earnings management activities. Managers who 
engage in earnings management can undertake projects that are beneficial to communities 
and reporting through CSR disclosure. This can reduce the possibility of managers being 
fired who are guilty of practicing EM. It is against this backdrop that this study seeks to 
investigate the effect of earnings quality on CSR disclosure, and studies of this nature are 
limited in Nigeria. 

This study is structured as follows: section 1 is the introduction; section 2 is review 
of related literature; section 3 is the methodology; section 4 is results and discussions; and 
section 5 is the conclusion. 

1.1 Review of Related Literature 

Different scholars investigated the relationship between earnings quality and CSR 
but such studies are difficult to find in Nigeria. Specifically, Alif (2015) examined the 
relationship between EM and CSR in Indonesia for 2012 — 2013. The study used all listed 
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Indonesian firms, and two stages least square was used in data analysis. The study 
revealed that there is relationship between EM and CSR. The period used for the study is 
short to actually show the relationship. Similarly, Mukhtaruddin, Bambang, and Rifani 
(2014) investigated the influence of EM on CSR. The study was also located in Indonesia for 
the period 2010-2012 and used 38 manufacturing companies. Descriptive and qualitative 
statistics were employed in data analysis. Though period is also short and the method of 
data analysis is weak for this type of study, the result depicted that EM has a positive but 
insignificant influence on CSR disclosure. 

Seyede and Mohammad (2014) investigated the relationship between earnings 
quality and CSR disclosure in Tehran Stock Exchange (TSE). 88 companies were selected 
from 352 top firms listed on TSE for 2008 — 2012. Multivariate linear regression was 
employed in data analysis. Earnings quality was measured using discretionary accrual, and 
the result showed that there is a significant correlation between earnings quality and CSR. 
Naser, Ali, and Shahin (2014) examined the correlation between EM and social 
responsibility with an emphasis on new paradigm of accounting-profit companies listed on 
TSE for 2007-2012. The study used 39 listed firms on TSE in multiple regression analysis. 
It was revealed that there is a negative relationship between EM and CSR. 

Gyungmin and Ho-Young (2013) examined the relationship between the level of 
earnings quality with evidence from donations and voluntary issuance of CSR disclosure. 
The sample consisted of firms listed on the Korea Stock Exchange from 2004 — 2010. 
Discretionary accrual was used as a proxy to measure earnings quality. Multiple 
regressions were used in data analysis. The study found that firms with more corporate 
donations have lower discretionary accruals and greater accounting conservatism. Olivia 
(2013) examined whether managers who manipulate earnings will engage in CSR activities 
to entrench themselves. 1671 American companies were used for the period 2007-2009, and 
multiple regressions were employed in data analysis. Though, the period is short, the 
resulted depicted that EM has a negative effect on CSR performance. 

Khajavi, Bayazidi and Jabbarzadeh (2011) investigated the relationship between EM 
and CSR of listed companies on Tehran Stock Exchange. Data were analysed using multiple 
regressions and the study found that there is a negative relationship between EM and CSR. 
Daniel and Agatha (n.d.) examined the effects of EM on CSR using 45 Indonesia firms for 2 
years period (2011-2012). Multiple regressions were used in analyzing the data collected. 
The study disclosed that EM has no significant effect on CSR. Diego, Jordi, and Josep 
(2007) investigated the connection between EM and CSR. The study used multinational 
panel sample of 593 firms from 26 countries from 2002 - 2014. The result showed positive 
impact of EM on CSR. Also, it was found that EM and CSR have negative effect on financial 
performance of firms. 

Efforts were made to investigate the relationship between firm size, leverage and 
performance on CSR. Mohammad, Soliman, Rezk, and Youssef (2015) investigated the 
influence of firm size and profitability on CSR disclosures by banking firms in Jordan. The 
study found a solid evidence to reject possible influence for return on assets (ROA), and size 
on CSR disclosure adopted by each bank and reporting contents revealed. The study 
reported possible relationship with return on equity (ROE). Similarly, Ebiringa, Emeh, and 
Chigbu (2013) examined the effect of firm size and profitability on the extent of corporate 
social disclosures by Oil and Gas firms in Nigeria. The findings among others showed that 
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an insignificant negative correlation existed between CSR disclosure and firm size. 
Profitability is significantly positively related to CSR disclosure of the companies. Young, 
Won-Yoh, Jae, and Jeon-Yeon (2012) examined the effects of firm size on corporate social 
performance using 180 Korean firms. The result indicated that a firm’s social performance 
is more directly influenced by internal responses, such as appointing more outside directors, 
rather than firm size. 

Similarly, Uwalomwa and Ben-Caleb (2012) looked at the relationship between 
firms’ financial performance and leverage on the level of corporate social responsibility 
disclosures among selected firms. The study was based in Nigeria, 41 firms were selected 
for one year period (i.e 2008) only, and multiple regressions were employed in data analysis. 
Even though the period used is inadequate, the study found that corporate financial 
performance has a significant positive relationship with the level of corporate social 
responsibility disclosures. Also, it was revealed that a significant negative relationship 
existed between firms’ financial leverage and the level of corporate social responsibility 
disclosures. 

The results from the review are mixed and such calls for this study. Also, it shows 
that there are limited studies in this area especially in Nigeria. 

METHODOLOGY 

This study used listed conglomerate firms in Nigeria. The sector has 6 listed firms, 
and 5 were sampled judgmentally. Secondary data were collected from the annual financial 
statements of the companies for the period of ten (10) years (2006-2015) 


Table 1: Variable Measurement 


Variable 

Measurements 

Dependent variable: 

Corporate Social 
Responsibility Disclosure 

It was measured as a dummy variable using 
Kinder, Lyndenberg, and Domini (KLD) CSR 
indicators. The indicators are community, 
diversity, employee relations, product quality, and 
health and safety as listed by Castelo and Lima 
(2006). It takes 1 if the item is in the annual report 
and 0 if otherwise. 

Independent variable: 

Earnings quality 

Discretionary accrual was used to measure 
earnings quality as used by Gyungmin and Ho- 
Young (2013) and this study used the residuals of 
the Jones (1991) model. 

Control variables 

Firm size 

Measured as natural logarithm of total assets 

Leverage 

Total interest bearing debts by total assets 

Performance 

Measured using Return on Assets (ROA) as 
earnings to total assets consistent with 
Mohammad et al. (2015). 


Source: Generated by Researchers 


Jones (1991) model as modified by Dechow, Sloan and Sweeney (1995) is as follows: 
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TAit = ao + ai(l/Ait-i) + a 2 (AREVit-i - ARECit)/Ait-i + a3(PPEit)/Ait-i + Eits. 1 

Where Eit = un-standardized residual 
Ai,t-1= Total Assets in year t-1; 

AREVit = change in revenue scaled by lagged total assets 
ARECit = change in net receivables scaled by lagged total assets 
PPEit = property, plant and equipment (fixed assets) scaled by lagged total assets 
al, a2, a3 = coefficients 
The models below were constructed 

csr-disc = f(da,fs,lev,roa).2 

csr-disc= a0 + aldait + a2fsit + a31evit + a4roait + eit.3 

Where csr-discit= Corporate social responsibility disclosure for firm i year t 
da = discretionary accruals 
fsit = firm size for firm i year t 
levit = leverage for firm i year t 
roait = return on asset for i year t 

Multiple regressions were used in analyzing the data. The regression analysis with 
balanced panel data was done using STATA version 12.0. 

RESULTS AND DISCUSSIONS 

The results are presented below 


Table 2: Descriptive Statistics 


Variable 

Obs 

Mean 

Std dev 

Min 

Max 

Csr-disc 

50 

0.744 

0.1763 

0.2 

1 

Da 

50 

0.033 

4.2930 

-15.9 

18.7 

Lev 

50 

0.1807 

0.21109 

0 

0.71204 

Fs 

50 

10.0114 

0.27113 

9.41785 

10.44047 

Roa 

50 

0.04126 

0.1162 

-0.3036 

0.34046 


Source: Computed by Authors using STATA 12.0 version. 

Table 2 shows the descriptive statistics of the variables. It clearly depicts the mean, 
standard deviation, minimum, and maximum values of the variables with 50 firm-year 
observations. The standard deviation values are low except that of da which is 4.2930. The 
variables are closely spread out as shown by the close margins between their mean and 
standard deviation’s values as well as their minimum and maximum values. Also, the 
positive average values of the variables indicate an upward shift in their values and 
influence. Firm size has the highest mean of 10.0114 with values ranging from 9.41785 to 
10.44047. Return on assets has the least mean of 0.033 with a minimum value of -0.3036 
and a maximum 0.34046 which reveals that return on assets is widely spread out. 


Table 3: Kendall Correlation 


Variable 

csr-disc 

Da 

Lev 

Fs 

Roa 

csr-disc 

0.4898 





Da 

0.0522 

0.9984 




Lev 

0.0147 

-0.0604 

0.9943 
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Fs 

0.1592 

0.0473 

-0.1535 

0.9992 


Roa 

0.0033 

0.0155 

-0.6482 

0.1600 

1.000 


Source: Computed by Author using STATA 12.0 version 

The correlation matrix shows the relationships between the variables. It clearly 
depicts that all the variables have positive and insignificant relationship with csr-disc 
except fs which has a significant relationship with csr-disc. This means all the variables 
have contributions towards csr-disc. The significant correlation displayed by da with csr- 
disc is consistent with the results of Seyede and Mohammad (2014). Lev has a negative and 
insignificant relationship with da. On the other hand, fs and roa have positive and 
significant correlation with da and this reveals strong relationship existing between them 
as they move towards the same direction. More so, fs and roa have negative and 
insignificant relation with lev. Generally, all the variables have positive and significant 
relationship with themselves. 


Table 4: Random-Effects GLS Regression 


Variables 

Coefficient 

T-stat 

P-value 

Da 

0.002480 

0.42 

0.672 

Lev 

-0.10793 

-0.61 

0.542 

Fs 

0.18590 

1.99 

0.047 

Roa 

-0.20035 

-0.63 

0.532 

Cons 

-1.08945 

-1.16 

0.246 

R-sq: Within 

0.16 



Between 

0.13 



Overall 

0.099 




Source: Computed by Author using STATA 12.0 version. 

Table 4 shows the random-effects regression. The results reveal that da has a 
positive and insignificant effect on csr-disc at 10% level of significance (0.672). This is 
consistent with the result of Daniel and Agatha (n.d.) and contradicts Khajavi et al. (2011). 
Lev and roa have negative and insignificant effects on csr-disc at 10% level of significance. 
This contradicts the results of Uwalomwa and Ben-Caleb (2012). The result also reveals 
that fs has a positive and significant effect on csr-disc. The result supports the practice in 
Nigeria where only big firms see themselves as socially responsible, but small firms and 
business enterprises do not see themselves as such. More so, roa is seen to have a negative 
and insignificant effect on csr-disc. The result generally shows that earnings quality has a 
positive and insignificant effect on corporate social responsibility disclosure. The T-stat 
values show the insignificant predictive power of earnings quality on csrdisc. 

Post-estimation tests were carried out. The Variance Inflation Factor (VIF) for all 
the variables are less than 2 which indicates that there is absence of multicollinearity. 
Breusch-pagan/cook-weisberg test for heteroskedasticity shows that the data are 
heterogeneous at less than 5. 
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CONCLUSION 

The study examined the association between earnings quality and corporate social 
responsibility disclosure using listed conglomerate firms in Nigeria. The results revealed 
that earnings quality has a positive and insignificant effect on corporate social 
responsibility disclosure. It can be stated that the positive effect of earnings quality, means 
the higher the earnings quality, the higher the level of social responsibility disclosure. The 
study also found that firm size has a positive and significant effect on corporate social 
responsibility disclosure. While other variables such as leverage and performance have 
positive and insignificant effect on corporate social disclosure. 
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